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Question 1                     (25 marks) 
 
 Nu-Tread Tyre Company Ltd’s budgeted sales for 2016 are: 
 
Passenger car tyres: 120 000 units 
Truck tyres:    25 000 units 
 
Budgeted selling prices are R650 per tyre for passenger car tyres and R2 000 per tyre for truck 
tyres. 
 
The opening finished goods inventories are expected to be: 
 
Passenger car tyres: 5 000 units 
Truck tyres:  2 000 units. 
 
The opening finished goods inventories will have a total cost of R3 264 780. 
 
Required closing finished goods inventories are: 
 
Passenger car tyres: 6 000 units 
Truck tyres:  2 500 units. 
 
The closing finished goods inventories will have a total cost of R4 005 100. 
There is no anticipated opening or closing work in progress inventory for either type of tyre. 
 
The standard materials quantities for each type of tyre are as follows: 
 
 Passenger car tyres Truck tyres Purchase prices 
Rubber 10 kg 30 kg R20/kg 
Steel belts 1.5 kg 4 kg R30/kg 
 
The estimated opening inventories are 110 000 kg of rubber and 15 500 kg of steel. 
The required closing inventories are 135 000 kg of rubber and 19 000 kg of steel.  
 
The direct labour hours required for each type of tyre are as follows: 
 
 Moulding department Finishing department 
Passenger car tyre 0.10 hrs 0.05 hrs 
Truck tyre 0.25 hrs 0.15 hrs 
Direct labour rate per hour R55/hr R50/hr 
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Question 1 (continued) 
 
Budgeted factory overhead costs for 2016 are as follows: 
 
Indirect materials:  R1 985 100 
Indirect labour:   R2 132 100 
Depreciation:   R1 575 100 
Electricity and water:  R1 229 185 
Total:    R6 921 485 
 
The company uses a factory-wide factory overhead rate to apply factory overheads. Factory 
overheads are absorbed on the basis of direct labour hours. 
 
Required: 
 
Prepare each of the following budgets for Nu-Tread for the year ended 31 December 2016: 
 
1.1 The sales budget          (3 marks) 
1.2 The production budget         (3 marks) 
1.3 Direct material budget         (6 marks) 
1.4 Direct labour budget         (5 marks) 
1.5 Manufacturing overheads budget (per product, round off to nearest rand)   (3 marks) 
1.6 Cost of goods sold budget (in total)       (5 marks) 
             (25 marks) 
______________________________________________________________________________ 
 
Question 2                  (25 marks) 
 
The following information was extracted from the records of FinPlan (Pty) Ltd: 
 
      October  November December 
           R         R         R 
Sales (60% cash)    1 000 000    1 200 000    1 300 000 
Purchases (20% cash)    500 000     550 000   600 000 
Salaries and wages    160 000     160 000     320 000 
Overhead expenses    120 000     130 000     120 000 
 
Additional information: 
 
1.   The opening bank balance on 1 October 2016 is expected to be an overdraft of R45 000. 
2.   Credit sales are collected as follows: 
 60% in the month following the month of sale; 
 35% in the 2nd month following the month of sale. 
 5% will prove to be bad. 
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Question 2 (continued) 
 
3.   Credit sales were R950 000 in August and R1 000 000 in September 2016. 
4.   Credit purchases are paid in the month following purchase less a 2% settlement discount. 
5.   Creditors for purchases at 1 October 2016 are: 
      for September purchases R410 000. 
6.   Overhead expenses include a monthly depreciation charge of R25 000. Overhead  
      expenses are paid in the month following the month in which they are incurred. 
7.   Creditors for overhead expenses at 1 October 2016 are: 
      for September overheads: R100 000. 
8.   A provisional tax payment of R75 000 must be made at the end of December 2016. 
9.   A new machine will be bought in October 2016 for R500 000. A deposit of R100 000 
      will be paid in October. Monthly instalments of R12 500 must be paid for 36 months from 
      the end of October 2016. 
10. A dividend of R15 000 from shares in another company will be received in 
      December 2016.    
 
Required: 
 
Prepare a cash budget for October, November and December 2016.  
                (25 marks) 
______________________________________________________________________________ 
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Question 3                  (25 marks) 
 
Kabelo Khumalo recently acquired a manufacturing business. The following performance report of 
the machining department for the previous period was presented to him by the manager of the 
machining department. After inspecting the report he approached you to evaluate this report and 
advise him on this. 
 
 
KabKhum Manufacturing Machining department: Performance report for the period ending 31 July 
2016 
 
 Actual Budget Variance 
Machine hours 20 000 24 000  
 R R R 
Variable costs:    
Indirect material 15 200 16 800 1 600 
Indirect labour 4 200 4 800 600 
Utilities 34 200 36 000 1 800 
Machine setup 9 400 9 600 200 
Total variable 
overhead costs: 
 
63 000 
 
67 200 
 
4 200 
Fixed overhead costs:    
Maintenance 64 300 65 000 700 
Inspection 54 000 54 000 0 
Total fixed overhead 
costs: 
 
118 300 
 
119 000 
 
700 
Total overhead costs: 181 300 186 200 4 900 
 
Required: 
 
3.1   What changes, if any, would you recommend be made to this performance report to                                                                                                                                                                                                                 
 determine whether the machining department manager is controlling costs effectively?  
                  (3 marks) 
 
3.2 Prepare a new performance report in line with your suggestions. Show both variable and 
 fixed costs in your report. Comment on your findings.         (22 marks) 
                (25 marks) 
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Question 4                   (25 marks) 
 
PowaPak ToolCo Limited is a manufacturer of power tools and has decided to renew outdated 
production machinery at one of its plants. The current machinery cost R800 000 ten years ago and 
has no current scrap value. 
 
Two mutually exclusive replacement options are possible: 
 
      Machine K    Machine L 
 Estimated life    6 years     6 years 
 Initial cost (payable immediately)  R4 000 000    R6 400 000 
 Net cash inflows:         
 Year 1     R1 800 000       R500 000  
 Year 2     R1 400 000       R500 000 
 Year 3     R1 200 000    R1 500 000 
 Year 4       R800 000    R2 000 000 
 Year 5       R800 000    R3 200 000 
 Year 6       R400 000    R4 300 000 
  
The company’s cost of capital is 12%. 
 
Discount factor: Year 1: 0.893  Year 3: 0.712  Year 5: 0.567   
  Year 2: 0.797  Year 4: 0.636  Year 6: 0.507 
 
Required: 
 
4.1  For each option, calculate: 
the payback period; and                   (4 marks)  
the net present value.                 (16 marks) 
 
4.2 Explain why the two criteria calculated in 4.1 give different indications about the acceptability of the 
two options and advise PowaPak ToolCo Limited as to its best course of action.             (5 marks) 
 
 
    
                    (25 marks) 
____________________________________________________________________________________  
                 [100 marks] 
END OF PAPER 
 
